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The Futures Industry Association (“FIA”) is pleased to submit the following

BaneAnA . BrgHop comments on the proposed new Rule 526 of the Chicago Mercantile
Saar. Sieams & Co. inc. Exchange (“CME"). Rule 526was submitted for the Commission’s approval
Tuira ‘f::knrm ro187 pursuant to Section 5(a)(12)(A) of the Commodity Exchange Act, as amended
212-272-2545 (the “Act”), and Commission Regulation §§1.41(c) and 1.38, in order to
;;fsﬁg:gg;;’fgm permit the execution of Block Trades (as defined below) subject to the terms
and conditions described in the proposed rule. FIA, a not-for-profit
& corporation, is a principal spokesman for the futures industry. Its members
. include approximately sixty of the largest futures commission merchants
= — (“FCMs”) in the United States. Among its associate members are
w < & representatives from virtually all other segments of the futures industry, both
o : national and intenational. Reflecting the scope and diversity of its
De 2 membership, FIA estimates that its members effect more than eighty percent
o o of all customer transactions executed on United States contract markets.
A
g FIA supports the proposed CME Rule 526 subject to the following comments.
— In submitting the foliowing comments, FIA does not wish our comments to be
construed as objections to, or to have the effect of delaying the Commission’s
approval of, the proposed Rule 526. Rather, FIA submits these comments
with the desire that they be considered by the Commission, CME and any
Fia Santact other contract markets contemplating the adoption of similar alternative
ARBARA WIERZYNS Kt .
General Caunsal execution procedures, to enable them to understand how FIA believes such
legal@fafl.org procedures can be best designed to maxintize their utility and benefits. We

strongly encourage other exchanges to propose similar rules for upstairs
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mimimum size bilaterally away from the CME’s open outcry trading platform
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or its GLOBEX2 electronic trading system. Once the specific terms of the block
transaction have been agreed to, the counterparties would report the relevant details of the
transaction to a designated CME official for clearing and settlement (each such
transaction, a “Block Trade™).

As the Commission is aware, FIA believes that there is a compelling need for alternative
procedures to facilitate the execution of large orders in all contract markets in order to
enhance the ability of these markets to meet the needs of institutional participants
concerning transaction size and price.' Due to the dramatic growth in institutional
participation in the futures markets during the last twenty years and the increasing
integration of the financial futures and securjties markets (including government
securities), market participants increasingly wish to be able to trade large numbers of
futures contracts as part of larger, structured capital markets fransactions. Such
transactions require size and price certainty in order to be implemented smoothly,
cfficiently and cost effectively.

Absent rules permitting alternative execution procedures, such as block trades, market
participants must submit futures transactions for execution on exchange floors or in
electronic markets and are prohibited from negotiating such transactions off the floor or
outside the electronic market. The sizes and prices obtained for such transactions merely
reflect the liquidity available on the floor or in the trading system in a particular contract
at a particular time. These sizes and prices fail to achieve desired economic objectives or
to reflect accurate actual supply and demand of the market at Jarge, thus resulting in
volume and price distortions. While on-floor and electronic market trading methods are
intended to achieve competitive trading and best execution, they may not always produce
the intended results in such circumstances, and may result in aberrant pricing.

For the reasons set forth above, FIA supports the proposed CME Rule 526. FIA believes,
however, that they impose a number of specific requirements which may have the effect
of limiting the potential utility and benefits of Block Trades.

Among other things, FIA supports the provision in proposed Rule 526 which, in order to
determine whether the minimum threshold of 200 contracts has been satisfied, permits
the aggrepation of orders from different accounts in the case of a commodity trading
advisor registered under the Act, including any investment adviser registered as such with
the Securities and Exchange Commission (“SEC”) that is exempt from regulation under
the Act or Commission regulations thereunder, with total assets under management
exceeding US $50 million. Likewise, FIA supports the provision in proposed Rule 526,
which states that if a Block Trade is entered into on behalf of customers by a similarly
registered commodity trading advisor or mvestment adviser, with total assets under
management exceeding US$50 million, the individual customers need not qualify as an
Eligible Participant. In both cases, however, FLA believes that the provisions should be

! In this connection, FIA recentiy expressed its support for such alternative procedures in its lerer

commenting on rules proposed by the Cantor Financial Futures Exchange (“CFFE"). In addition 10 the
CFFE, both The London Internationat Financial Futures and Options Exchange and EUREX effer block
wrading facilities through their automated systems.
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broadened in scope to include advisers not required to be registered as comymnodity trading
advisors under the Act or as investment advisers with the SEC (e.g., an adviser operating
autside the United States with customers outside the United States, or an adviser with less
than 15 clients and that is not otherwise bolding itsclf out a5 a commodiry wading
advisor). In addition, consideration should be given to whether there are circums1ances
in which a futures commission merchant should be permitted to aggregate orders for
different accounts, such as in the case in which it is necessary to satisfy the requirement
of the minimum threshold of 200 contracts, at least at the opening of trading.

FIA is also concerned regarding the requirement in proposed Rule 526 that the price at
which a Block Trade is executed must be “fair and reasonable” in light of (1) the size of
such Block Trade; (2) the price and size of other transactions in the same contract at the
relevant time; (3) the prices and sizes of transactions in other relevant markets; including
the underlying cash and futures markets, at the relevapt time; and (4) the circumstances
of the parties to the Block Trade. Although the factors in items (3) and (4) may serve to
partially ameliorate the concerns expressed by FIA in its letter commenting on the block
trading rules as had been proposed by the CFFE, FIA remains concerned that this revised
standard is vague and unnecessary. FIA believes that such & pricing requirement is not
appropriatc for the proposed Rule 526 or any other alternative execution procedure.

The prices of other trades in the same contract as executed in open outery or GLOBEX2
may not necessarily be representative of the market for the larger orders that may be
executed as Block Trades, As stated in Question 5 of the CME's Questions and Answers
regarding EFP Transactions, the CME recognizes that EFPs may be executed at any price
agreed upon by both parties (CME Update 94-4, July 5, 1994, Question 5). Sirailarly, the
parties should be free to negotiate and agree to enter into a Block Trade at any price. The
Commission should not be concerned that such an approach might lead to fraud or market
manipulation, since adequate safeguards already exist to prevent such abuse. First, Block
Trades would be subject to the other requirements of the proposed Rule 526, which will
have been approved by the Commission. Second, the antifraud and antimanipulation
provisions of the Act would remain applicable to Block Trades. Third, the CME would
remain responsible for market surveillance and rule enforcement, subject to Commission
oversight. Given these safeguards, the utility and benefits of Block Trades should not be
impaired by the pricing requirement in the propesed rule.

Finally, FIA wishes to comment regarding the requirement in proposed Rule 526 that
information identifying the relevant contract, contract month, price, and quantity for each
Block Trade must be reported to the CME and that the time of execution must be reported
to the CME Clearing House within 5 minutes of execution of such Block Trade. Itis
clearly in the interest of the firm executing a Block Trade to present the trade for clearing
as soon as reasonably practical. FIA is concerned, however, that the specific timing
requirement, as proposed, may be burdensome, especially during a period of highly
active trading. Moreover, the 5 minute reporting requirement is not appropriate in the
case in which a trader must work a large order in several parts. FIA recommends that the
reporting requirement be established at 60 minutes. The safeguards described in the
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previous paragraph are adequate to address any concerns the Commission may have that
this approach could lead to fraud or market manipulation.

FIA sppreciates the opportunity to submit these comments on CME'’s proposed Rule 526.
If you have any questions regarding this letter, please contact me at (212) 526-0236 or
Barbara Wierzynski, FIA's General Counsel at (202) 466-5460.

sty

Ronald H. Filler
President
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